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investor’s eye stock update

Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -10.9 -10.3 4.9 18.7

Relative -9.1 -12.5 -10.2 -8.7
to Sensex

UltraTech Cement Reco: Buy

Stock Update

Better demand environment propels earnings growth, price target revised to Rs2,935        CMP: Rs2,451

Key points

� For Q2FY2015 the company reported a revenue growth of 19.5% YoY to Rs5,381.8

crore largely driven by a higher volume (up 12% YoY) and an increased realisation

(up 7% YoY). A higher input cost (increase in pet coke price and high freight

cost) limited the growth in the OPM, which improved by 76BPS to 15.4%.

Additionally, a higher other income (up 112% YoY) led to a 55% Y-o-Y growth in

the reported PAT for the quarter at Rs410.1 crore, which included a lower

depreciation charge (adjusting for the same the earnings for the quarter grew

by 37% YoY to Rs361.9 crore).

� During the quarter the company commissioned a 1.4MMT cement mill at

Rajashree Cement, Karnataka and with this the total capacity of the company

increased to 60.2MMT (4.8MMT of capacity added from two plants of Jaypee

Cement). The company also commissioned a 25-MW thermal power plant at

Tadipatri, Andhra Pradesh, taking its total capacity of power to 733MW (ie 80%

of the total requirement).

� UltraTech Cement is our preferred stock in the cement space due to its strong

balance sheet and pan-India presence. However, as per media reports, the

company’s plan to acquire the Holcim-Lafarge assets in the developed markets

can increase its leverage and hamper Ultratech’s valuation, considering lower

growth potential in the developed markets. We have revised our earnings

estimate for FY2015 downwards after factoring in the increase in leverage. We

have rolled forward our valuation to the FY2016 estimate and arrived at a

revised price target of Rs2,935. We maintain our Buy rating on the stock.

Price target: Rs2,935

Market cap: Rs67,242 cr

52 week high/low: Rs2,868/1,635

NSE volume: 3.1 lakh
(no. of shares)

BSE code: 532538

NSE code: ULTRACEMCO

Sharekhan code: ULTRACEMCO

Free float:  10.5 cr
(no. of shares)

Results Rs cr

Particulars Q2FY2015 Q2FY2014 YoY % Q1FY2015 QoQ %

Net sales 5,381.8 4,502.1 19.5 5,649.5 -4.7

Operating profit 829.5 659.7 25.7 1,007.9 -17.7

Other income 121.7 57.4 112.1 255.7 -52.4

EBDITA 951.2 717.1 32.6 1,263.6 -24.7

Interest 143.4 88.8 61.5 100.2 43.0

Depreciation 350.5 257.3 36.2 295.2 18.7

PBT 457.3 371.1 23.2 868.2 -47.3

Tax 95.4 107.0 -10.8 273.3 -65.1

Adj.PAT 361.9 264.1 37.0 594.9 -39.2

Margins (%) BPS BPS

OPM 15.4 14.7 76 17.8 -243

PATM 6.7 5.9 86 10.5 -381

Tax rate 20.9 28.8 -796 31.5 -1062
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investor’s eye stock update

Better demand and higher realisation boost earnings

for the quarter

For Q2FY2015 UltraTech Cement posted a revenue growth

of 19.5% year on year (YoY) to Rs5381.8 crore on account

of a better volume growth of 11.7% to 10.65 million tonne.

The average blended cement realisation grew by 7% YoY

to Rs5,052 per tonne. An increase in the power cost (up

7% YoY on a per tonne basis) and a rise in the freight

charge (up 16.3% YoY on a per tonne basis) led to an overall

rise in the per-tonne cost of production. Additionally, led

by a higher other income (up 112.1% YoY), the reported

net profit during the quarter grew by 55% YoY to Rs410.1

crore, which includes a lower depreciation charge for the

quarter amounting Rs48.1 crore. Adjusting for the same,

the net profit stood at Rs361.9 crore (up 37% YoY).

Capacity expansion-led costs may be supported by better

demand environment

During the quarter, the company commissioned a 1.4-MMT

cement mill at Rajashree Cement, Karnataka. The

company also commissioned 25-MW thermal power plant

at Tadipatri, Andhra Pradesh. The current cement capacity

of the company stands at 60.2mtpa. The company is likely

to add additional capacity of 4mtpa in H2FY2015. It is in

the process of ramping up the capacity to 64.45 million

tonne by 2015. Hence, with a rise in the capacity, the

overhead, depreciation and interest costs are likely to be

higher but with an improvement in the demand

environment and better realisation, we expect a better

earnings growth going ahead.

Management outlook—demand likely to grow at 8% going ahead

As per the management, the demand environment in the

domestic market is sluggish. From the long-term

perspective, the cement demand is expected to grow at

Per tonne analysis (volume including clinker sales and white cement)

Particulars Q2FY2015 Q2FY2014  YoY % Q1FY2015  QoQ %

Volume (mt) 10.65 9.54 11.7 11.96 -10.9

Blended realisation (per tonne) 5,052 4,722 7.0 4,725 6.9

Cost break-up per tonne

Raw material consumed 739 711 4.0 667 10.8

Stock adjustment -43 9 -562.1 -3 1,374.9

Purchase of finished goods 89 74 20.3 73 20.8

Total raw material cost 785 794 -1.2 737 6.4

Employee expenses 291 298 -2.4 231 26.2

Power & fuel 1,075 1,003 7.1 1,010 6.4

Freight 1,213 1,043 16.3 1,112 9.0

Other expenses 910 892 2.1 791 15.0

Total cost per tonne 4,274 4,030 6.1 3,882 10.1

EBIDTA per tonne 779 692 12.6 843 -7.6

7-8%. However, the oversupply scenario is likely to

continue for the next three years which could have a

negative impact on the cement prices. Further, the cost

pressure is expected to keep the margin range-bound.

Maintain Buy with revised price target of Rs2,935

UltraTech is our preferred stock in the cement space due to

its strong balance sheet and pan-India presence. Higher volume

growth supported by a better realisation can lead to an

improvement in the operating performance leaving room for

re-rating of the valuation. However, as per media reports,

UltraTech Cement’s plan to acquire Holcim-Lafarge assets in

the developed markets can increase the leverage and hamper

the stock’s valuation considering the lower growth potential

in the developed markets. We have revised our earnings

estimate for FY2015 downwards after factoring in the increase

in leverage. We have rolled forward our valuation to the

FY2016 estimate and arrived at a revised price target of

Rs2,935. We maintain our Buy rating on the stock.

Valuations

Particulars FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr) 18,310 20,175 20,080 24,926 28,114

Growth (%) 39 10 0 24 13

EBIDTA 4,519 4,981 4,147 5,257 5,879

EBIDTA margin (%) 25 25 21 21 21

Net profit (Rs cr) 2,446 2,652 2,049 2,569 2,840

Y-o-Y growth (%) 74.2 8.4 -22.7 25.4 10.5

Shares in issue (cr) 27.4 27.4 27.4 27.4 27.4

EPS (Rs) 89.3 96.8 74.8 93.8 103.7

PER (x) 27.0 24.9 32.2 25.7 23.2

P/BV (Rs) 5.1 4.3 3.9 3.4 3.0

EV/EBIDTA (x) 16.0 14.1 18.1 14.2 12.4

EV/Sales (x) 3.6 3.3 3.3 2.7 2.4

RoCE (%) 14.2 15.0 11.0 14.2 15.3

RoNW (%) 19.0 17.4 12.0 13.2 12.9

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -8.9 -0.6 20.5 32.4

Relative -7.2 -3.0 3.1 1.8
to Sensex

Price target: Rs720

Market cap: Rs35,106 cr

52 week high/low: Rs669/439

NSE volume: 4.5 lakh
(no. of shares)

BSE code: 533106

NSE code: OIL

Sharekhan code: OIL

Free float: 19.5 cr
(no. of shares)

Key points

� As a major reform process, the new government has revised the natural gas
price from $4.2 per mmbtu to $5.6 per mmbtu, effective from November 1,
2014, which would be reviewed every six months. ONGC and Oil India Ltd (OIL)
would be the key beneficiaries. However, it will not be applicable for RIL’s D1
and D3 fields in the Krishna Godavari basin, till its dispute with the government
related to its production shortfall is settled.

� Apart from the gas price revision to $5.6 per mmbtu, in the new formula the
benchmark calorific value has been reduced by 10% from the earlier benchmark.
Consequently, on the net calorific value basis, the revised net realisation would
be $6.2 per mmbtu. We believe while the effective price hike for ONGC and OIL
would be around 48% and RIL would also benefit to an extent of 10%. The impact
of the revised gas price on earnings of ONGC and OIL would be around 13%-15%
for FY2016; consequently we have revised upward our earnings estimate for OIL.

� The government also tried to touch some of the key issues smartly which would
encourage further investments in the sector and boost confidence by bringing
clarity on the policy. The government would consider differential gas pricing
for gas from deep water or ultra deep water wells and by deregulating diesel,
it improves visibility and boost investors’ confidence in the sector. As expected,
a significantly lower (almost half in FY2016 over FY2014) oil subsidy would
reflect favourably in the earnings of ONGC, OIL and all the three government-
owned oil marketing companies (OMCs). We remain positive on OIL and retain
our Buy recommendation with a revised price target of Rs720.

Oil India Reco: Buy

Stock Update

Gas price revision to boost the earnings; price target revised to Rs720 CMP: Rs584

investor’s eye stock update

Valuations

Particulars FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr)  9,863  9,948  9,613  11,212  13,067

Growth (%) 18.5 0.9 -3.4 16.6 16.5

Total operating exp  5,837  5,603  5,585  6,324  6,895

Operating profit (Rs cr)  4,026  4,345  4,028  4,888  6,172

Growth (%) 2.4 7.9 -7.3 21.4 26.3

Operating profit margin (%) 41 44 42 44 47

 Depreciation & Depletion  514  567  1,177  829  910

EBIT  3,512  3,778  2,851  4,059  5,262

EBIT margin (%) 36 38 30 36 40

 Other Income  1,445  1,535  1,629  1,792  1,971

 Interest expenses  9  3  69  541  568

 Adjustment  -  -  -  -  -

PBT  4,948  5,310  4,410  5,310  6,665

 Tax  1,655  1,694  1,429  1,752  2,199

Effective tax rate (%) 33 32 32 33 33

Adjusted net profit  3,293  3,616  2,981  3,558  4,465

Growth (%) 14.0 9.8 -17.6 19.3 25.5

E/O item  -  -  -  -  -

Reported net profit  3,293  3,616  2,981  3,558  4,465

Growth (%) 14.0 9.8 -17.6 19.3 25.5

EPS  55  60  50  59  74

Growth (%) 14.0 9.8 -17.6 19.3 25.5
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investor’s eye stock update

Long awaited natural gas price hiked; to push the earn-

ings of the upstream companies

As a major reform process, the new government revised

the natural gas price from $4.2 per mmbtu to $5.6 per

mmbtu, effective from November 1, 2014, which would

be reviewed every six months. The new gas price would

be applicable for all the gas producers (mainly ONGC and

OIL) but it will not be applicable for gas from Reliance

Industries Ltd (RIL)’s D1 and D3 fields in the Krishna

Godavari basin, as the company is having dispute with

the government over the production shortfall in the KG-

D6 field. RIL will be paid $4.2 a unit till the dispute is

settled while RIL’s customers will continue to pay $5.61

per mmbtu from November 1, and the differential amount

will be credited to a gas pool account maintained by GAIL.

The new gas price formula excludes the Japanese and

Indian liquefied natural gas (LNG) import price in the

basket of calculating the average global benchmark prices,

unlike earlier proposed by the Rangarajan Committee.

Further, under the new formula, the price will be revised

on a half-yearly basis (the next revision is on April 1, 2015)

instead of every quarter, as recommended by the

Rangarajan Committee.

The key observation in the development is; though the

price has been revised to $5.6 per mmbtu, on the calorific

value basis, the net realisation of the companies would

be $6.2 per mmbtu. As per the new formula, the

benchmark calorific value has been reduced by 10% from

the earlier benchmark. Consequently, all the domestic

natural gas producers would be benefitted by 10%, even

without revising the prices. Therefore, between the lines,

we read that while the net price hike for ONGC and OIL

would be around 48% (35% hike with the price revision

from $4.2 to $5.6, and above that 10% on the volume

front), due to the favourable calorific value benchmark,

RIL would benefit to the extent of a 10%, even if the new

price is not applicable to it.

We believe that the revision of the gas price would reflect

positively in earnings of ONGC and OIL. The impact on

the earnings is estimated to be around Rs1,900 crore (up

by 6%) during FY2015, considering the effective date from

November, new price applicable for five months in FY2015.

However, the impact would reflect fully in FY2016, which

is expected to be around Rs4,500 crore, around 13%

impact. The benefit is expected to reflect on the earnings

of OIL by 7% in FY2015 and around 14% in FY2016.

Steps to encourage new investments

Apart from the revision in natural gas price, the
government also tried to touch some of the key issues
smartly to encourage future investments especially in the
deep water and ultra deep water wells, which is a
reflection of the progressive policy change in our view.
The government would consider different gas prices from
deep water or ultra deep water wells (where the
exploration and production cost is significantly higher)
case-to-case basis. In our view, this would be encouraging
for fresh investments in such deep water wells, as previous
policy was silent on this front. We learned from ONGC
management that, there are several projects which were
not viable in the previous price regime, it would be viable
now and also the management is encouraged to explore
several potential additional resources.

Deregulation of diesel brings further relieve; brings

clarity to boost confidence

The oil and gas sector is having a huge baggage of oil
subsidy; a part of the same is being borne by the upstream
companies with the government. The partial deregulation
of diesel process was initiated by the previous government
during January 2013, with gradual price revision of Rs0.5/
litre every month. This continued till August 2014 and
diesel subsidy came down from Rs10/litre to a marginal
premium now. With this reform process, the new
government made diesel deregulated like petrol. This
would be positive for the subsidy bearing government
owned upstream companies (ONGC, OIL and GAIL) apart
from all the PSU OMCs.

With a substantial shrinkage in the overall oil subsidy
burden, the sharing of burden on ONGC, OIL and GAIL
would come down. On the other hand, there would be a
significant improvement in the working capital cycle of
OMCs, and debt and interest cost would also come down.

During FY2014, the overall oil subsidy was around Rs140,000
crore, which is expected to come down to below Rs75,000
crore in FY2016. Factoring gradual price revision of diesel
during H1FY2015, the oil subsidy is expected to come down
to around Rs90,000 crore in FY2015 and then around
Rs75,000 crore in FY2016. Notably, if the current lower
crude price trend remains, there could be further reduction
in the subsidy burden. The benefit of decline in the subsidy
burden would reflect in the earnings improvement of ONGC,
OIL and all public sector OMCs. We expect the subsidy
burden of around Rs25,000 crore/4,000 crore would come
down in the case of ONGC/OIL over the next two years,

which would reflect directly on their earnings.
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Sensitivity analysis

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Diesel 81,192 92,061 62,837 21,735 -

Petrol - - - - -

LPG 29,997 39,558 46,458 32,044 32,299

Kerosene 27,352 29,410 30,574 37,677 39,561

Total under recovery 138,541 161,029 139,869 91,457 71,860

Growth (%) 77 16 -13 -35 -21

Sharing of under recovery

Upstream 55,001 60,000 67,021 45,729 35,930

Sharing in % 40 37 48 50 50

Government 83,500 100,000 70,772 45,729 35,930

Sharing in % 60 62 51 50 50

Absorbed by OMC's 41 1,029 2,076 0 0

Sharing in % 0 1 1 0 0

Burden sharing (assuming 50% burden by upstream companies)

ONGC 44,466 49,421 56,384 38,458 30,217

Sharing in % 81 82 84 84 84

GAIL 3,183 2,687 1,900 1,326 1,042

Sharing in % 6 4 3 3 3

OIL 7,352 7,892 8,737 5,945 4,671

Sharing in % 13 13 13 13 13

Total under recovery on Upstream 55,001 60,000 67,021 45,729 35,930

View: Revised price target and retain Buy on OIL

The government also tried to touch some of the key issues

smartly, which would encourage further investments in the

sector and boost confidence by bringing clarity on the policy.

The government would consider differential gas pricing for

gas from deep water or ultra deep water wells and by

deregulating diesel, it improves visibility and boost

investors’ confidence in the sector. As expected, a

significantly lower (almost half) oil subsidy would reflect

favourably in the earnings of ONGC, OIL and all the three

government-owned OMCs. The impact of the revised gas

price in FY2016 would be around 13%-14% for ONGC and

OIL respectively. Based on our earnings estimate for OIL,

we have revised the price target upward to Rs720. We

remain positive on OIL and retain our Buy recommendation.

investor’s eye stock update

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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LIC Housing Finance Reco: Buy

Stock Update

Loan growth picking up, margins to improve  CMP: Rs324

investor’s eye stock update

Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 6.8 9.2 25.6 71.3

Relative 8.8 6.5 7.5 31.8
to Sensex

Key points

� For Q2FY2015 LIC Housing Finance reported a healthy set of numbers at the

operating level (net interest income up 17.3% YoY). The net profit growth was

relatively slower at 10% YoY (due to a lower non-interest income and a higher

tax rate), though it was helped by a reversal of Rs19-crore provision (mainly

due to a recovery from a developer account).

� The loan growth improved (up 17.4% YoY) led by a 21% Y-o-Y growth in

disbursements, largely in the individual category. The approvals in the developer

category increased significantly which should result in higher disbursements

from the developer segment. The NPAs declined sequentially mainly led by the

recovery from a developer account (of Rs132 crore) and this also had a positive

impact on the margin (which stood at 2.23% in Q2FY2015).

� The pick-up seen in loan growth during Q2FY2015 is a positive sign which together

with the easing of borrowings cost and focus on high-yielding products will

improve the margins and the earnings performance.  A likely revival in the

economy and increasing in mortgage finance will be positive for the company.

We expect the company to report a healthy earnings growth of 19.5% CAGR

over FY2014-16. We maintain our Buy rating on the stock with a price target of

Rs373.

Price target: Rs373

Market cap: Rs16,320 cr

52-week high/low: Rs353/187

NSE volume: 30.5 lakh
(No of shares)

BSE code: 500253

NSE code: LICHSGFIN

Sharekhan code: LICHSGFIN

Free float: 30.1 cr
(No of shares)

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Interest income 2,596.1 2,223.7 16.7 2,482.6 4.6

Interest expense 2,064.3 1,770.3 16.6 1,976.4 4.4

Net interest income 531.8 453.4 17.3 506.2 5.1

Non-interest income 62.6 78.7 -20.4 61.0 2.6

Net total income 594.4 532.1 11.7 567.2 4.8

Operating expenses 96.5 74.4 29.7 69.9 38.0

Pre-provisioning profit 498.0 457.7 8.8 497.3 0.1

Provisions -19.0 34.1 -155.9 9.2 -307.8

Profit before tax 517.0 423.7 22.0 488.2 5.9

Tax 175.7 113.6 54.7 165.9 5.9

Profit after tax 341.3 310.1 10.1 322.3 5.9

Asset quality (%)

Gross NPLs       0.63       0.73 -10 BPS         0.8 -17 BPS

Net NPLs       0.33       0.44 -11 BPS         0.5 -16 BPS

Key ratios (%)

NIM         2.2         2.2 1 BPS         2.2 4 BPS
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investor’s eye stock update

Loan growth picking up

Compared with the past few quarters, the loan growth

showed a healthy pick-up in Q2FY2015 and rose by 17.4%

year on year (YoY) led by a strong 21% growth in

disbursements. The incremental disbursements were mainly

contributed by the individual segment (up 24% YoY).  The

approvals grew at a strong rate of 25% YoY (also contributed

by developer loans) which should support the loan growth

going ahead. According to the management, the

disbursement growth in September 2014 alone was 40% and

it expects to grow the overall loan book by 20% in FY2015.
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Increase in high yielding loans, easing of funding cost

During Q2FY2015, the net interest margin increased by 4

basis points (4BPS) quarter on quarter (QoQ) to 2.23%

mainly due to a recovery of interest from a non-performing

asset (NPA) account.  Going ahead, we foresee multiple

drivers for margin improvement including an increase in

the proportion of high-yielding products, easing of funding

cost and repricing of fixed to float rate loans.  The

management has guided that it expects higher

disbursements in the developer loans (currently at 2.54%

of the loans) and a strong growth in LAP (loans against

property; currently about 4% of loan book).

Asset quality improves led by recovery

The reported gross and net NPAs declined to 0.63% and

0.33% from 0.80% and 0.49% in Q1FY2015 respectively led

by a recovery from a developer account (of Rs132 crore).

This also contributed to a write-back of provisions and

hence cushioned the profitability. Going ahead, the

company expects recovery from one more developer

account by FY2015 end which should further ease the

provisions.
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20%

40%

60%

80%

100%

Q2FY13 Q2FY14 Q2FY15

Bank borrow ings NCDs Others

Diversified funding mix

Source: Company, Sharekhan Research

Non-interest income declines

Given the high base of Q2FY2014 (due to a one-off income

from the interest on an income tax refund and a higher

mutual fund income), the non-interest income declined

by 20.4% in Q2FY2015.  The operating expense, which

grew by 29.7% YoY, consisted of a one-off expense relating

to advertising (during the company’s silver jubilee

celebrations) while the commission outgo was also higher

due to an increase in the disbursements.
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Profit & loss account Rs cr

Particulars FY12 FY13 FY14 FY15E FY16E

Net Interest Income 1,425 1,534 1,899 2,378 2,891

Non Interest Income 232 200 261 323 353

Net Total Income 1,657 1,734 2,160 2,701 3,244

Operating expenses 237 282 313 368 430

Pre-provisioning profit 1,420 1,452 1,847 2,334 2,814

Provisions 156 79 21 98 124

Profit before tax 1,264 1,374 1,826 2,235 2,690

Tax 317 350 508 671 807

Profit after tax 947 1,023 1,317 1,565 1,883

Key balance sheet data Rs cr

Particulars FY12 FY13 FY14 FY15E FY16E

Shareholders' funds 5,682 6,481 7,533 8,734 10,179

Capital 101 101 101 101 101

Reserves & Surplus 5,581 6,380 7,432 8,633 10,078

Borrowings 56,087 68,764 82,036 97,674 117,005

Total sources 61,769 75,245 89,568 106,408 127,184
of funds

Loan Book 63,080 77,813 91,341 109,439 130,732

Housing Loans 59,895 75,147 88,559 106,199 126,516

Developer Loans 3,186 2,665 2,782 3,240 4,216

Investments 1,375 1,092 2,544 2,544 2,544

Net other Assets -2,686 -3,660 -4,317 -5,575 -6,092

Total application 61,769 75,245 89,568 106,408 127,184
of funds

Financials

Ratio analysis

Particulars FY12 FY13 FY14 FY15E FY16E

Per share data (Rs)

Earnings 18.8 20.3 26.1 31.0 37.3

Dividend 3.6 3.8 4.5 6.2 7.5

Book value 112.5 128.3 149.2 173.0 201.6

Adj. book value 110.8 122.9 142.2 167.8 196.0

Spreads (%)

Yield on assets 10.5 10.6 10.7 10.4 10.3

Cost of funds 9.0 9.5 9.5 9.0 8.9

Net interest margins 2.5 2.2 2.2 2.4 2.4

Operating ratios (%)

Cost to income 14.3 16.3 14.5 13.6 13.3

Non-interest income/ 14.0 11.5 12.1 11.9 10.9

net total income

Assets/Equity (x) 11.6 12.4 12.7 13.0 13.2

Return ratios (%)

RoAE 19.2 16.8 18.8 19.2 19.9

RoAA 1.7 1.5 1.6 1.6 1.6

Asset quality ratios (%)

Gross NPA 0.4 0.6 0.7 0.6 0.5

Net NPA 0.1 0.4 0.4 0.2 0.2

Growth ratios (%)

Net interest income 3.8 7.7 23.7 25.3 21.6

Pre-provisioning profit -8.7 2.3 27.2 26.3 20.6

Profit after tax -2.8 8.0 28.7 18.8 20.3

Advances 23.5 23.4 17.4 19.8 19.5

Borrowings 24.2 22.6 19.3 19.1 19.8

Valuation ratios (x)

P/E 17.3 16.0 12.4 10.5 8.7

P/BV 2.9 2.5 2.2 1.9 1.6

P/ABV 2.9 2.6 2.3 1.9 1.7

investor’s eye stock update

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Source: Bloomberg Sharekhan Research

Valuations and outlook

The pick-up seen in loan growth during Q2FY2015 is a

positive sign which together with the easing of borrowings

cost and focus on high-yielding products will improve the

margins and the earnings performance. The asset quality

has consistently been among the best in the industry and

is likely to sustain. The likely revival in the economy and

increase in mortgage finance will be positive for the

company. We expect the company to report a healthy

earnings growth of 19.5% compounded annual growth rate

(CAGR) over FY2014-16. We maintain our Buy rating on

the stock with a price target of Rs373.
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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -2.1 0.9 25.3 91.9

Relative -0.2 -1.5 7.2 47.6
to Sensex

Persistent Systems Reco: Hold

Stock Update

Margin performance falters further, maintain Hold CMP: Rs1,268

Price target: Rs1400

Market cap: Rs5,068 cr

52 week high/low: Rs1,550/695

NSE volume: 83,867
(no. of shares)

BSE code: 533179

NSE code: PERSISTENT

Sharekhan code: PERSISTENT

Free float: 2.4 cr
(no. of shares)

Key points

� For Q1FY2015 Persistent Systems Ltd (PSL) reported a 5% Q-o-Q growth in

revenues to $76.3 million. The growth was led by a 5.6% Q-o-Q growth in the IT

services business to $61.4 million, the highest growth in the 12 quarters. The

volume of the IT services business rose by 3% QoQ and its realisation grew by

2.6% QoQ whereas the IP business-led revenues grew by 2.9% QoQ to $14.9

million. In rupee terms, the revenues were up by 6.7% QoQ to Rs464 crore.

� For the quarter the EBITDA margin declined by 120BPS QoQ to 20.6%, the lowest

in 11 quarters. In the last four quarters, the margins have declined by around

710BPS from a high of 27.7% in Q3FY2014. The fall in the OPM was led by annual

wage hikes coupled with an increase in the SG&A cost, which rose by 14.4%

QoQ. Both forex and other incomes contributed positively and grew by 16.6%

and 19.4% QoQ respectively. The net income for the quarter was up by 3.6%

QoQ and 17.3% YoY to Rs71.3 crore.

� In the last 20 days, PSL has corrected by close to 15% from its high of Rs1,480.

At the current market price of Rs1,268 the stock trades at 16x and 14x FY2015

and FY2016 earnings estimates. The Q2FY2015 earnings do not have positive

surprises to trigger earnings upgrades or re-rating from the current levels, Thus,

we maintain our Hold rating on the stock with an unchanged price target of

Rs1,400. However, PSL’s SMAC oriented business model (SMAC is a strong growth

area), strong balance sheet (cash of Rs693 crore, at 42% of the balance sheet

size) and good corporate governance make it a good investment bet for the

long-term investors.

Results Rs cr

Particulars Q2FY15 Q2FY14 Q1FY15  YoY %  QoQ %

Revenues ($ mn) 76.3 68.5 72.7 11.5 5.0
Derived exch. rate (Rs/$) 60.8 63.2 59.9 -3.7 1.6

Net sales 464.2 432.4 435.0 7.4 6.7
Direct costs 277.6 242.6 260.6 14.4 6.5

SG&A 90.9 77.6 79.5 17.2 14.4

EBITDA 95.7 112.2 94.9 -14.7 0.8
Depreciation & amortisation 23.7 26.3 22.8 -9.9 4.1

EBIT 72.0 85.9 72.1 -16.2 -0.2
Forex gain/(loss) 15.5 -10.0 13.3 NA 16.6

Other income 11.9 7.5 10.0 57.8 19.3

PBT 99.4 83.5 95.4 19.1 4.2
Tax provision 28.1 22.7 26.6 23.7 5.8

PAT 71.3 60.8 68.9 17.3 3.6
Minority interest 0.0 0.0 0.0

Net profit 71.3 60.8 68.9 17.3 3.6
EPS (Rs) 17.8 15.2 17.2 17.3 3.6

Margin (%)
EBITDA 20.6 26.0 21.8

EBIT 15.5 19.9 16.6

NPM 15.4 14.1 15.8

Tax rate 28.3 27.2 27.8



11Sharekhan Home NextOctober 20, 2014

investor’s eye stock update

Valuations

Particulars FY13 FY14 FY15E FY16E

Net sales (Rs cr) 1,294.5 1,669.2 1,905.2 2,196.8

Net profit (Rs cr) 187.7 249.3 312.4 361.2

EBITDA Margin (%)           25.9          25.8           23.6          25.0

EPS (Rs) 46.9 62.3 78.1 90.3

Change YoY (%) 32.4 32.8 25.3 15.6

PER 27.0 20.3 16.2 14.0

EV/EBITDA 14.0 10.6 9.6 7.3

Price/BV 5.0 4.1 3.5 2.9

RoCE (%)           27.2          29.2           31.7          30.9

RoE (%) 20.2 22.3 23.3 22.6

Key management commentary

� The management has reaffirmed that the revenue

growth for FY2015 would be better than in FY2014

(15.2%) and expects H2FY2015 to be better than

H1FY2015. The management anticipates a significant

improvement in the coming quarters as it continues

to see traction in the new technologies space from

technology companies as well as enterprises.

� In Q2FY2015 there was some change in the programmes

of some of the clients that led to a sequential decline

of 3.5% in the revenues from the top clients.

� The company is increasing its focus on the enterprise

side of the business and signed 13 new clients during

the quarter. Going forward, the management sees huge

opportunity in the enterprise digital transformation

space.

� On the margins, the management expects room for

improvement in the operating profit margin in the

coming quarters led by (1) an increase in the utilisation

ratio to 72-73% from the current levels of 70%; (2) an

increase in the realisation on account of a business

mix change towards high services; (3) an increase in

intellectual property (IP)-led revenues.

� The management expects the IP-led business (which

accounts for around 20% of the total revenues) to

accelerate growth in H2FY2015 led by newer product

launches in the recent quarters. The pipeline in this

segment remains healthy in both the existing and the

new IP products.

Other result highlights

� The cash and cash equivalents for the company stood

at Rs693 crore as against Rs663 crore reported in the

previous quarter.

� The company had hedges worth $111 million at the

rate of Rs65.05 per dollar as against $108 million at

the rate of Rs65.08 per dollar in the preceding quarter.

� The DSO days declined by four days quarter on quarter

(QoQ) to 65 days.

� The company added 191 people sequentially on a net

basis during the quarter taking the total headcount to

8,067 employees. The company’s technical workforce

increased by 176 people to 7,447 employees while the

sales and others employees increased by 10 people

and 5 people sequentially to 212 employees and 408

employees respectively.

�  Attrition for the quarter remained stable at 14.1% as

compared with 14% in Q1FY2015. The utilisation ratio

(blended) improved by 260BPS to 70.3% for the quarter.

� The capital expenditure (capex) for FY2015 is expected

to be about Rs100 crore.
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Operating matrix

Particulars Q2FY15 Q2FY14 Q1FY15 YoY % QoQ %

Geography

North Americas 86.1 84.6 85.9 13.5 5.3

$ mn 65.7 57.9 62.4

Europe 6.3 4.4 6.5 59.6 1.8

$ mn 4.8 3.0 4.7

RoW 7.3 11.0 7.6 -26.0 0.9

$ mn 5.6 7.5 5.5

Industry verticals (%)

Telecom 16.7 17.6 18.5 5.8 -5.2

$ mn 12.7 12.0 13.4

Infrastructure and Systems* 56.0 69.2 54.6 -9.8 7.7

$ mn 42.7 47.4 39.7

Life science 13.4 13.2 13.1 13.2 7.4

$ mn 10.2 9.0 9.5

Financial services* 13.9 13.8 NA 5.8

$ mn 10.6 10.0

Mix (%)

Onsite 24.5 20.6 23.1 32.6 11.4

$ mn 18.7 14.1 16.8

Offshore 55.9 60.3 56.9 3.4 3.2

$ mn 42.7 41.3 41.3

IP led 19.6 19.1 20.0 14.4 2.9

$ mn 15.0 13.1 14.5

Services lines (%)

Product engineering and 80.4 80.9 80.0 10.8 5.6

platform solutions

$ mn 61.4 55.4 58.1

IP driven 19.6 19.1 20.0 14.4 2.9

$ mn 15.0 13.1 14.5

Clients contribution (%)

Top clients 19.0 22.5 20.8 -5.8 -4.1

$ mn 14.5 15.4 15.1

Top 5 clients 36.1 37.7 38.7 6.8 -2.0

$ mn 27.6 25.8 28.1

Top 10 clients 45.0 47.2 49.0 6.3 -3.5

$ mn 34.3 32.3 35.6

Other than top 10 clients 55.0 52.8 51.0 16.1 13.3

$ mn 42.0 36.1 37.1

Headcount 8067 7457 7876 610 191

Attrition (%) 14.1 14.0 14.0

Utilisation (%) 70.3 71.7 67.7

DSO 65 62 69

Source: Company

*The company has started reporting financial services as a separate vertical w.e.f. Q1FY2015 This used to be part of the infrastructure and systems vertical earlier

� North Americas grew by 5.3% QoQ

Remarks

investor’s eye stock update

� Telecom vertical declined by 5% QoQ after delivering a

strong 20% Q-o-Q growth in Q1FY2015

� All other verticals delivered growth higher than the

company’s average growth

� This is the third  consecutive quarter of a shift in the

business mix towards onsite delivery

� IP-led revenues grew by 2.9% QoQ

� Revenues from the top client and top 5 clients declined

QoQ

� The company made net addition of 191 employees during

the quarter
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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -1.3 1.5 46.2 115.7

Relative 0.6 -1.0 25.1 65.9
to Sensex

Kewal Kiran Clothing Reco: Hold

Stock Update

Weak Q2 performance; with limited upside make us maintain Hold rating  CMP: Rs1,736

Key points

� Q2FY2015 net earnings grew by 3% YoY; missed expectation: Kewal Kiran’s

Q2FY2015 earnings performance was weak and despite a 11.5% growth in the net

sales a higher cost of sales (up 339BPS YoY) and high overheads including higher

advertisement and sales costs led the company to report a flat operating

performance. Aided by lower depreciation and a higher other income, the net

earnings grew at merely 3% YoY. The net earnings stood at Rs24.3 crore as against

the expectation of Rs26.2 crore for the quarter.

� Management sounded cautious, e-commerce players cannibalising sales: The

management mentioned that an increasing clout of the e-commerce players and the

gradual shift of customers from brick-and-mortar shopping to online shopping have

hurt companies like Kewal Kiran, which has been cautious in offering its brands through

the online route because of (a) the threat of brand dilution due to deep around-the-

clock discounts; and (b) lower profitability of online sales. It expects intervention

and the right pricing strategy by the online players to resolve the conflict, thereby

resulting in a balance between online and offline modes of distribution.

� We lower our estimates: After factoring the weak performance of H1FY2015 (wherein

the net earnings declined by 3.7% YoY), an unenthusiastic management commentary

on the festive demand and a deferral of the other income from FY2015 to FY2017 (as

per the new Companies Act, the income and interest earned on fixed maturity plans

need to be recognised only on a receipt basis as against the earlier practice of

recognition on an accrual basis). We lower our revenue and earnings estimates for

FY2015 and FY2016 in this note. Our revised EPS estimates for FY2015 and FY2016 are

Rs56.3 and Rs70.2 respectively. We introduce our FY2017 estimate too at Rs90.1.

Price target: Rs1,800

Market cap: Rs2,140 cr

52 week high/low: Rs1,879/845

NSE volume: 1,763
(no. of shares)

BSE code: 532732

NSE code: KKCL

Sharekhan code: KKCL

Free float: 0.3 cr
(no. of shares)

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net revenues 129.1 115.8 11.5 84.4 52.9

COGS 55.3 45.7 21.0 37.7 46.8

% Sales 42.9 39.5 44.7

Staff cost 12.3 10.9 13.3 10.5 17.8

% Sales 9.5 9.4 12.4 (23.0)

Selling & administrative expenses 15.0 13.1 13.9 14.4 4.0

% Sales 11.6 11.3 17.0

Other expenses 11.5 11.0 4.2 6.7 70.8

% sales 8.9 9.5 8.0 11.7

Operating profit 35.8 35.8 (0.2) 16.1 122.7

Interest expenses (net) 0.8 0.8 2.4 0.6 31.3

Depreciation & amortisation 0.9 1.3 (29.0) 0.9 2.2

PBT 36.6 35.3 3.7 15.3 139.8

Tax 12.4 11.8 4.7 5.1 140.7

Adjusted PAT 24.3 23.5 3.1 10.1 139.3

PAT margin 18.8 20.3 0.1

Reported PAT 24.3 23.5 3.1 10.1 139.3

Adjusted EPS 19.7 19.1 3.1 8.2 139.3

Gross profit margin 57.1 60.5 (338)BPS 55.3 179BPS

OPM (%) 27.7 30.9 (324)BPS 19.0 869BPS
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� Good business but challenging times and stretched

valuations make us maintain our Hold rating: A

promising business model coupled with a vigilant

management and a lean balance sheet (strong net cash

of Rs210 crore; around 10% of the market

capitalisation, with a lean working capital cycle) makes

us positive on the company. But its recent financial

underperformance and the increase in competitive

intensity in its market coupled with the stretched

valuations make us wary of committing fresh

investment to the stock. Hence, we maintain our Hold

rating on the stock with a price target of Rs1,800

(valued at 20x FY2017E EPS of Rs90). We advise our

investors to enter the stock after a 10-15% decline

from the current levels.

Valuations

Particulars FY13 FY14 FY15E FY16E FY17E

Net sales (Rs cr) 303.0 367.2 428.7 517.1 638.9

Growth (%) 0.4 21.2 16.8 20.6 23.5

Adjusted net profit 53.0 67.0 69.5 86.6 111.1

Y-o-Y change (%) 1.6 26.5 3.6 24.6 28.4

EPS (Rs) 43.0 54.4 56.3 70.2 90.1

P/E (x) 40.7 32.2 31.1 24.9 19.4

Book value (x) 205.9 235.5 265.6 303.1 351.2

P/BV (x) 8.5 7.4 6.6 5.8 5.0

EV/EBITDA (x) 23.2 18.8 17.0 13.6 10.4

RoE (%) 22.1 24.6 22.5 24.7 27.5

RoCE (%) 26.3 30.9 30.5 31.1 35.4

Result highlights

� Decent revenue performance aided by realisation

growth as well as volume mix: In Q2FY2015 the

revenues of Kewal Kiran Clothing Ltd (KKCL) grew at

11.4% year on year (YoY) led by a 5.2% year-on-year

(Y-o-Y) volume growth in apparels and a 4.6% Y-o-Y

growth in the realisation. Brand-wise, Lawman grew

by strong 24% YoY followed by the flagship brand, Killer,

which was up 13% YoY.

� GPM down 339BPS YoY: Despite a decent revenue

performance weak sales (led by higher channel

discounts to master stockist, higher contribution of

low-margin, new category, lifestyle accessories and

personal care segments, and a change in the product

sourcing mix) resulted in a higher cost of sales, thereby

leading to a gross profit margin (GPM) contraction of

339 basis points (BPS) YoY.

� Operating profit remained flat YoY: An increase in

the cost of goods sold and an increase in the selling

and distribution expenses resulted in a 320-BPS

contraction in the operating profit margin (OPM) from

30.7% in Q2FY2014 to 27.5% in the current quarter.

The overall operating profit remained flat YoY at Rs35.8

crore.

� Net profit grew by 3% YoY: An increase in the other

income (up 61 %YoY) coupled with a reduction in the

depreciation expenses (down 29% YoY) resulted in a

growth of 3% YoY in the net earnings.

� Strong cash position: The cash position for the quarter

remained strong with cash and cash equivalents

aggregating to Rs210 crore vs Rs203 crore in Q1FY2015.

These funds are deployed in a fixed income maturity

plan (FMP) with an average yield of 9.0-9.5% and the

FMP would mature in FY2017.

� 18 stores added: KKCL added 18 stores during the

quarter including 13 KLounges, four Killer and one

Integriti exclusive stores, taking the total tally to 319

stores across 189 cities and 25 states of India.

Q2FY2015—brand-wise revenue mix

Q2FY2015—distribution-wise revenue mix

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Mutual Gains

Mutual Fund

Sharekhan’s top equity mutual fund picks

Top rated equity mutual funds

Data as on October 07 2014

Scheme name Star NAV 6 mths’ Annually compounded returns (%)

rating (Rs) returns 1 yr 3 yrs 5 yrs Since
% inception

Large-cap funds

Birla Sun Life Top 100 Fund ����� 38.1 25.4 47.6 23.3 14.8 16.1

Reliance Top 200 Fund ����� 20.8 27.8 53.7 22.8 13.0 10.8

Birla Sun Life Frontline Equity Fund - Plan A ���� 143.3 23.7 43.6 22.7 14.2 24.6

UTI Leadership Equity Fund ���� 22.9 20.7 37.2 19.3 10.5 10.0

UTI Top 100 Fund ���� 43.2 23.4 39.1 18.0 11.1 12.5

Indices

BSE Sensex  26,272.0 17.6 32.1 17.4 9.3 16.8

Mid-cap funds

Mirae Asset Emerging Bluechip Fund ����� 24.6 43.2 91.7 32.6 - 23.6

UTI Mid Cap Fund ����� 67.3 50.1 106.0 31.7 21.9 21.0

Principal Emerging Bluechip Fund ���� 55.5 38.1 77.3 31.4 17.2 33.7

L&T Midcap Fund ����� 72.4 46.2 84.5 28.5 17.4 21.5

HSBC Midcap Equity Fund ���� 32.7 43.7 113.4 25.5 10.9 13.4

Indices

BSE MID CAP  9,425.4 31.5 63.7 16.5 8.4 22.6

Multi-cap funds

ICICI Prudential Value Discovery Fund ����� 98.1 42.3 81.8 32.7 22.0 25.2

Franklin India High Growth Companies Fund ����� 24.5 42.0 71.2 30.6 18.3 13.2

Birla Sun Life Pure Value Fund ����� 33.1 45.0 97.1 28.5 19.9 20.1

Tata Mid Cap Growth Fund - Plan A ����� 82.3 46.5 79.8 28.0 17.5 11.0

Franklin India Flexi Cap Fund ����� 52.5 27.9 56.9 22.4 15.0 18.9

Indices

BSE 500  10,033.4 20.7 39.0 16.9 9.2 15.8

Tax-saving funds

Reliance Tax Saver (ELSS) Fund ���� 41.3 45.3 93.8 29.5 20.3 17.0

Axis Long Term Equity Fund ����� 25.6 34.8 68.0 29.2 - 21.7

DSP BlackRock Tax Saver Fund ���� 28.2 31.9 53.5 24.6 15.1 14.4

IDFC Tax Advantage (ELSS) Fund - Reg ���� 33.6 29.8 50.9 23.9 15.8 23.3

Franklin India Taxshield ���� 357.9 29.3 54.7 22.3 17.0 26.0

Indices

CNX500  6,324.9 20.8 39.8 17.3 9.4 9.6

Thematic funds

ICICI Prudential Exports and Other Services Fund ����� 39.5 37.5 64.3 37.7 21.7 16.8

Franklin Build India Fund ����� 23.4 47.0 81.1 30.8 17.5 18.2

L&T India Special Situations Fund ���� 30.8 26.8 49.3 23.4 15.6 14.3

Birla Sun Life Special Situations Fund ���� 14.6 33.0 57.8 20.3 9.8 5.8

Religare Invesco Infrastructure Fund ����� 12.1 45.3 90.8 18.3 10.3 2.8

Indices

S&P Nifty (CNX Nifty)  7,852.4 17.3 33.0 17.1 9.5 14.7

Balanced funds

SBI Magnum Balanced Fund ����� 82.7 24.7 46.4 23.1 12.7 16.7

ICICI Prudential Balanced ���� 82.6 25.4 46.1 23.0 16.9 15.2

Tata Balanced Fund - Plan A ��� 144.2 29.7 46.0 22.6 16.0 17.0

L&T India Prudence Fund ���� 16.6 26.1 45.8 21.5 - 14.9

HDFC Balanced Fund ���� 95.6 27.8 55.3 20.9 18.4 17.4

Indices

Crisil Balanced Fund Index -- 13.8 25.1 14.3 9.0 13.4

Note: Returns < 1 year - absolute, > 1 year - CAGR (compounded annual growth rate)
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SBI Magnum Balanced Fund

With more than 19 years of experience, the fund has been an outstanding performer in comparison with both the benchmark

index, Crisil Balanced, and the category average. Despite volatility and uncertainties in the market, the fund performed better

than its peers, giving returns of 46.4% over one year as against that of 25.1% and 45.4% given by the benchmark index and the

category average respectively in the same period. Over the longer time horizon of three years, the fund has grown at 23.1%

compounded annual growth rate (CAGR) while the Crisil Balanced and the category average have grown at 14.3% and 19.8%

respectively. In the recent months the fund has garnered returns of 24.7%, compared with the 13.8% return posted by the

benchmark index and 25.7% returns from the balanced funds category average. The fund currently has about 41 stocks in its

portfolio. It has nearly 71% of its net assets exposed to equity while the rest is exposed to the other money-market instruments.

The top ten stocks form about 30% of the portfolio. The fund has invested nearly 12.6% of its funds in the auto sector followed

by the banking and software services sectors with 11.4%nd 7.9% allocations respectively.

Scheme’s performance

Key features

• Fund category Balanced fund category

• Launch Date October 09,1995

• Minimum investment Rs5,000

• Load structure Entry load is nil/If redeemed bet.
0 months to 18 months, exit load is 1.5%

• Fund manager Rama Iyer Srinivasan, Dinesh Ahuja

• Latest NAV (gr.) Rs82.8

• Latest NAV (div.) Rs27.0

• Expense ratio (%) 2.28 (30-Sep-14)

• AUM Rs825 crore (30-Sep-2014)

• Benchmark Index Crisil Balanced Fund Index

Holding by market cap

Particular %

BSE Sensex 24.6

BSE Midcap 20.1

BSE Small cap 18.3

Crisil Balanced Fund

Top 5 holdings 18.1

Top 10 holdings 30.7

Top 10 stock holdings (total no. of scrips: 41)

Company name % of net assets

HDFC Bank 4.57

Sundaram Clayton 4.35

ICICI Bank 3.23

Eicher Motors 3.08

Ranbaxy Laboratories 2.88

Tata Consultancy Services 2.64

Gujarat Mineral Development Corporation 2.62

Hawkins Cooker 2.50

Tube Investments of India 2.45

State Bank of India 2.35

Style box analysis

Fact sheet

The fund’s objective is to provide investors long-term capital

appreciation along with the liquidity of an open-ended scheme

by investing in a mix of debt and equity. The scheme will invest

in a diversified portfolio of equities of high-growth companies

and balance the risk through investing the rest in a relatively

safe portfolio of debt.

Mid-cap

Small-cap

Top 5 sectors

Scheme analysis

Large-cap

Growth blend value

Returns < 1 yr: Absolute, >1yr: CAGR

12.6

11.4

7.9

5.3

5.2

0.0 2.0 4.0 6.0 8.0 10.0 12.0 14.0
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Pharmaceuticals & Biotechnology

23.1
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Disclaimer

““This document has been prepared by Sharekhan Ltd.(SHAREKHAN) This Document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed to and may contain confidential and/

or privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited. Kindly note that this document does not constitute an offer or solicitation for the purchase or sale of any financial

instrument or as an official confirmation of any transaction.

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from publicly available data or other sources believed to be reliable. While we would Endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated

companies, their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and

affiliates from doing so. We do not represent that information contained herein is accurate or complete and it should not be relied upon as such. This document is prepared for assistance only and is not intended to be and must not alone

be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent

evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment

discussed or views expressed may not be suitable for all investors. We do not undertake to advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach different

conclusion from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or

use would be contrary to law, regulation or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all

jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

SHAREKHAN & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially interested in any of the securities mentioned or related

securities. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates

or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect those

of SHAREKHAN.”

We have identified the best equity-oriented schemes

available in the market today based on the following five

parameters: the past performance as indicated by the one-

year, two-year and three-year returns, the Sharpe ratio

and the Information ratio.

The Sharpe ratio indicates risk-adjusted returns, ie the

returns earned in excess of the risk-free rate for each

unit of the risk taken. The Sharpe ratio is also indicative

of the consistency of the returns as it takes into account

the volatility in the returns as measured by the standard

deviation.

The Information ratio is one of the most important tools

in active fund management. It is the ratio of active return

(the return over the index return) to active risk annualised.

A higher Information ratio indicates a better fund manager.

We have selected the schemes based upon their ranking

using the above five parameters and then calculated the

maximum value of each of the five parameters. Thereafter,

we have calculated the percentage under-performance

or over-performance of each scheme (relative

Fund ranking procedure

Sharekhan mutual fund ranking scale

Stars Description

����� For top 10 percentile of the eligible schemes

���� Next 22.5 percentile of the eligible schemes

��� Next 35 percentile of the eligible schemes

�� Next 22.5 percentile of the eligible schemes

� Bottom 10 percentile of the eligible schemes

performance) based on each of the five parameters vis-a-

vis the maximum value among them.

For our final selection of schemes, we have generated a

total score for each scheme giving 60% weightage each to

the relative performance as indicated by the one-year,

two-year and three-year returns; 20% weightage to the

relative performance as indicated by the Sharpe ratio;

and the remaining 20% to the relative performance as

indicated by the Information ratio of the scheme.

Disclaimer: Sharekhan provides non-advisory / order execution services for Mutual Funds. Nothing in this report constitutes investment
advice or tax advice in any form and these products may or may not be suitable for you. Investors should make independent judgment
taking into account specific investment objectives, financial situations and needs before taking any investment decision. Mutual fund
investments are subject to market risk. Please read the offer document carefully before investing. Past performance may or may not be
sustained in the future.
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Mutual Fund

Sharekhan’s top SIP fund picks

investor’s eye Mutual Gains

Why SIP?

� Disciplined investing

Being disciplined is a key to investing success. Through

a systematic investment plan (SIP) you can choose to

invest fixed amounts in a mutual fund scheme which

could be as low as Rs500 at regular intervals (like every

month) for a chosen period of time (say for a year).

The amount you invest every month or every quarter

will be used to purchase units of a SIP of  a mutual

fund scheme. Small amounts set aside every month

towards well performing SIP mutual fund schemes can

make an investor achieve his financial goals in future.

� Invest in instruments that beat Inflation

Equity investing can help you combat rising inflation

that diminishes the value of your savings.

� SIP over a longer period can reduce the cost per unit

Example (see table below):  An investment of Rs24,000

in a mutual fund resulted in a value of Rs25,200 after

12 months; whereas a SIP mutual fund investment of

Rs2,000 per month grew to Rs27,095 after the same

period.

� Fewer efforts to opt for SIP

The procedure to invest through SIP is easy. All you

need to do is give post-dated cheques or opt for an

auto debit of a specific  amount towards SIP from your

bank account. SIP plans are completely flexible. One

can even start a SIP just by placing an order by logging

into Sharekhan’s online mutual fund page. One can

invest for a minimum of six months or for a long tenure.

Also, there is an option of choosing the investment

interval which could be monthly or quarterly.

Illustrative example

Price per unit One-time investment SIP

Month (Rs) Amount Units Amount Units
invested (Rs) purchased invested (Rs) purchased

Jan-10 20 24,000 1,200 2,000 100.0

Feb-10 18 -- 2,000 111.1

Mar-10 14 -- 2,000 142.9

Apr-10 22 -- 2,000 90.9

May-10 26 -- 2,000 76.9

Jun-10 20 -- 2,000 100.0

Jul-10 18 -- 2,000 111.1

Aug-10 17 -- 2,000 117.7

Sep-10 15 -- 2,000 133.3

Oct-10 18 -- 2,000 111.1

Nov-10 20 -- 2,000 100.0

Dec-10 21 -- 2,000 95.2

Total investment (Rs) 24,000 24,000

Average price (Rs) 20 19

Total units purchased 1,200 1,290

Value of investment after 25,200 27,095
12 months (Rs)

*NAV as on the 1st of every month. These are assumed NAVs in a volatile market.
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Data as on October 07, 2014

(*invested on 2nd day of every month)

We will be showing compounded annualised returns for three years and five years from now on.

SIP investment (monthly Rs1,000)* 1 year 3 years 5 years

Total amount invested (Rs) 12,000 36,000 60,000

Funds would have grown to NAV Present Compounded Present Compounded Present Compounded
value annualised value annualised value annualised

(Rs) return (%) (Rs) return (%) (Rs) return (%)

Large-cap funds

Birla Sun Life Top 100 Fund 38.1  14,346.2 21.6  53,617.7 14.6  96,030.3 10.0

Reliance Top 200 Fund 20.8  14,722.5 25.0  53,399.7 14.5  94,041.4 9.6

Birla Sun Life Frontline Equity Fund - Plan A 143.3  14,205.5 20.2  52,697.6 14.0  93,588.5 9.5

UTI Leadership Equity Fund 22.9  13,972.4 18.1  50,041.9 12.0  86,753.3 7.8

UTI Top 100 Fund 43.2  14,186.1 20.1  49,819.5 11.8  87,485.8 8.0

BSE Sensex 26,272.0 13,690.3 15.15 48,582.1 10.74 83,899.5 7.04

Multi-cap funds

Birla Sun Life Pure Value Fund 33.1  16,506.7 41.7  65,047.3 22.5  114,139.3 14.0

ICICI Prudential Value Discovery Fund 98.1  16,048.2 37.4  62,666.7 20.9  114,215.1 14.0

Tata Mid Cap Growth Fund - Plan A 82.3  16,304.8 39.8  61,888.7 20.4  108,817.2 12.9

Franklin India High Growth Companies Fund 24.5  15,991.2 36.9  61,716.0 20.3  109,251.8 13.0

Franklin India Flexi Cap Fund 52.5  14,665.8 24.5  54,002.0 14.9  94,913.8 9.8

BSE 500 10,033.4 14,062.8 18.51 49,202.8 11.22 83,511.1 6.94

Mid-cap funds

UTI Mid Cap Fund 67.3  17,168.5 47.9  68,568.8 24.7  121,408.7 15.4

Sundaram SMILE Fund - Reg 57.1  17,781.0 53.7  65,400.1 22.7  108,521.0 12.8

L&T Midcap Fund 72.4  16,494.8 41.6  62,683.6 21.0  107,872.5 12.7

Principal Emerging Bluechip Fund 55.5  16,152.6 37.5  62,852.3 20.9  108,996.4 12.9

HSBC Midcap Equity Fund 32.7  16,572.2 42.3  62,018.0 20.5  98,903.2 10.7

BSE Midcap 9,425.4 15,168.3 28.50 52,232.7 13.51 85,067.9 7.34

Tax saving funds

Reliance Tax Saver (ELSS) Fund 41.3  16,585.5 42.4  62,945.2 21.1  112,634.8 13.7

Religare Invesco Tax Plan 30.8  15,403.0 30.6  56,919.8 16.9  101,533.1 11.3

DSP BlackRock Tax Saver Fund 28.2  15,027.5 27.2  55,885.9 16.2  97,972.2 10.5

IDFC Tax Advantage (ELSS) Fund - Reg 33.6  14,632.6 24.2  54,918.2 15.6  97,897.3 10.5

Franklin India Taxshield 357.9  14,897.1 26.7  53,906.9 14.9  97,606.1 10.4

CNX Nifty 7,852.4 13725.2 15.46 48305.6 10.53 83,533.0 6.94
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Franklin India High Growth Fund

With about seven years of experience, the fund has been an outstanding performer in comparison with both the benchmark

index, CNX 500, and the category average. Despite the volatility and uncertainties in the market, the fund performed better

than its peers, giving returns of 71.2% over one year as against that of 39.8% and 46.3% given by the benchmark index and the

category average respectively in the same period. Over the longer time horizon of three years, the fund has grown at 30.6%

compounded annual growth rate (CAGR) while the BSE 500 Index and the category average have grown at 16.9% and 19.4%

respectively. In the recent months, the fund has garnered returns of 42% compared with the 20.8% and 25.8% returns posted by

the benchmark index and the Multi-cap Funds category average respectively. The fund currently has about 39 stocks in its

portfolio. It has nearly 93% of its net assets exposed to equity while the rest is exposed to other money-market instruments. The

top ten stocks form about 42.2% of the portfolio. The fund has invested nearly 26.9% of its funds in the banking sector followed

by software services and auto sectors with 17% and 8.8% allocations respectively.

Key features

• Fund category Multi-cap fund category

• Launch date July 26, 2007

• Minimum Investment Rs5,000

• Load structure Entry load is nil/If redeemed bet.

0 year to 2 year, exit Load is 1%

• Fund manager R Janakiraman, Roshi Jain,

Neeraj Gaurh

• Latest NAV (gr.) Rs24.3

• Latest NAV (div.) Rs20.2

• Expense ratio (%) 2.3071(17-Sep-14)

• AUM Rs810 crore (30-Sep-2014)

• Benchmark Index CNX 500 Index

Holding by market cap

Particular %

CNX Nifty 45.8

CNX Midcap 14.2

CNX Small cap 2.5

CNX 500 78.2

Top 5 holdings 24.9

Top 10 holdings 42.2

Top 10 stock holdings (total no. of scrips: 39)

Company name % of net assets

ICICI Bank 5.56

Axis Bank 5.23

Tech Mahindra 4.82

Maruti Suzuki India 4.75

Tata Consultancy Services 4.55

Cipla 3.81

State Bank of India 3.65

J K Lakshmi Cement 3.55

Timken India 3.22

Cognizant Technology Solutions Corp 3.03

Style box analysis

Fact sheet

An open-end diversified equity fund that seeks to achieve capital

appreciation through investments in Indian companies/sectors

with high growth rates or potential.

Top 5 sectors

Scheme analysis

Scheme performance

Large-cap

Mid-cap

Small-cap

Growth blend value

Returns (point to point) < 1 yr: Absolute,  >1yr: CAGR

30.6

13.2

25.8

46.3

19.4

12.5
16.3

9.4 9.6

42.0

71.2

18.320.8

39.8

17.3
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Franklin India High Grow th Companies Fund Multi Cap Category Average CNX 500
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Disclaimer

This document has been prepared by Sharekhan Ltd.(SHAREKHAN) This Document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed to and may contain confidential and/or
privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited. Kindly note that this document does not constitute an offer or solicitation for the purchase or sale of any financial
instrument or as an official confirmation of any transaction.

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated
companies, their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and
affiliates from doing so. We do not represent that information contained herein is accurate or complete and it should not be relied upon as such. This document is prepared for assistance only and is not intended to be and must not alone
betaken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment
discussed or views expressed may not be suitable for all investors. We do not undertake to advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach different
conclusion from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or
use would be contrary to law, regulation or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all
jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

SHAREKHAN & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially interested in any of the securities mentioned or related
securities. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates
or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect those
of SHAREKHAN.

Automobiles

Apollo Tyres
Ashok Leyland
Bajaj Auto
Gabriel India
M&M
Maruti Suzuki India
TVS Motor Company

Banks & Finance

Allahabad Bank
Andhra Bank
Axis (UTI) Bank
Bajaj Finserv
Bajaj Finance
Bank of Baroda
Bank of India
Capital First
Corp Bank
Federal Bank
HDFC
HDFC Bank
ICICI Bank
IDBI Bank
LIC Housing Finance
Punjab National Bank
PTC India Financial Services
SBI
Union Bank of India
Yes Bank

Consumer goods

GSK Consumers

Godrej Consumer Products

Hindustan Unilever

ITC

Jyothy Laboratories

Marico

Mcleod Russel India

Zydus Wellness
IT / IT services

CMC
Firstsource Solutions
HCL Technologies
Infosys
Persistent Systems
Tata Consultancy Services
Wipro

Capital goods / Power

Bharat Heavy Electricals
CESC
Crompton Greaves
Finolex Cables
Greaves Cotton
Kalpataru Power Transmission
PTC India
Thermax
V-Guard Industries

Infrastructure / Real estate

Gayatri Projects

ITNL

IRB Infra

Jaiprakash Associates

Larsen & Toubro

Pratibha Industries

Punj Lloyd

Oil & gas

Oil India

Reliance Ind

Selan Exploration Technology

Pharmaceuticals

Aurobindo Pharma

Cadila Healthcare

Cipla

Divi's Labs

JB Chemicals & Pharmaceuticals

Glenmark Pharmaceuticals 

Ipca Laboratories

Lupin

Sun Pharmaceutical Industries

Torrent Pharma

Agri-Inputs

UPL

Building materials

Grasim
Orient Paper and Industries
Shree Cement
The Ramco Cements

UltraTech Cement

Discretionary consumption
Cox & Kings

Eros International Media

Indian Hotel Company

KKCL

Raymond

Relaxo Footwears

Speciality Restaurants

Sun TV Network

Zee Entertainment Enterprises

Diversified / Miscellaneous

Aditya Birla Nuvo

Bajaj Holdings

Bharti Airtel

Bharat Electronics

Gateway Distriparks

Max India

Ratnamani Metals and Tubes
Supreme Industries
Technocraft Industries (India)

To know more about our products and services click here.

http://www.sharekhan.com/Campaign/campaignlanding/default.aspx?sourceid=39&campid=633



